











Innovation—Foundation for the Future 



N early 25 years ago, Watkins-Johnson Company 
was founded on the basis of innovative 
technology with a strong potential for growth. 
Although its original traveling-wave-tube technology has 
now been replaced in large measure by later develop¬ 
ments, innovative technology has continued to be the 
cornerstone of the Company’s growth in succeeding years. 

Since the beginning, W-J has fostered innovation by 
allowing its design engineers to operate in an atmosphere 
that encourages experimentation. In addition, the 
Company’s internal R&D support — approximately $8V2 
million in 1981 — has been responsible for the develop¬ 
ment and refinement of countless new products through 
the years. 

As in the past, innovative technology abounds 
throughout the Company today. Indeed, each of WJ’s six 
divisions was responsible for product development 
during 1981 which offers great potential for continued 
growth and improved profitability in future years. 

At the most fundamental level, W-J has established 
itself as a true leader in the design and production of 

microwave SuperFETs — microscopic 
l semiconductor chips incorporating 
A* multiple field-effect transistors — for 
the Company’s solid-state amplifier product line. By 
placing more than one transistor on a single chip, 
electrical performance is improved and substantial 
economies in component size and weight are achieved. 
These factors are particularly important when amplifiers 
are intended for airborne and space applications. 

Semiconductor technology can be considered the 
bottom rung on the firm’s vertical integration ladder. 

When combined with microwave hybrid 
thin-film techniques, a variety of 
complementary components results. 

The components, in turn, can be com¬ 
bined into subsystems such as the miniature radio¬ 
frequency processors and data links being built for the 
AMRAAM missile. A concomitant benefit of this high- 
volume program is the invaluable experience to be 
gained in advanced thin-film production, automated 
assembly and testing which promises to enhance WJ’s 
position as a leader in the microwave subsystems 
marketplace. 

Further integration of products from both Systems 
and Devices Groups of the Company is exemplified by 

* T the Noise Jammer Simulator (NJS). 
This complete turn-key installation 
is being delivered to a mountain- 
top in Puerto Rico where it will be 
used by the U.S. Fleet to train Navy 
personnel in how to understand 





and counteract hostile microwave radio threats. Not only 
does the NJS represent a new level of integration of W-J 
products, but it symbolizes the Company’s entry into a 
new and promising area of business — active electronic 
countermeasures. 

Another innovative product developed as a signal¬ 
processing tool for the electronic warfare community is 
the Pulse Interval Processor (PIP). It allows an operator to 
characterize several emitters at the 
same frequency in a complex 
electromagnetic environment 
by precisely measuring the 
pulse interval of each radio- 
frequency signal present. The PIP is the first product of its 
kind and results from the most recent advances in digital 
electronic technology. Its sales potential includes new W-J 
electronic warfare systems as well as upgrading packages 
for existing systems. 

Reconnaissance technology has also been advanced 
through the application of microprocessors, or “smart” 
terminals, that combine a computer-controlled 
receiver with advanced direction-finding tech¬ 
niques. Using this technology, W-J reconfigured 
the Army’s AN/TRQ-32 van-mounted digitally 
controlled receivers and direction-finding 
equipment to intercept and determine 
line of bearing of selected target sig¬ 
nals in the VHF frequency band. The 
automation of such processes represents a distinct trend 
in military receiving systems. 

A further innovation, unrelated to the many strides 
being seen in Watkins-Johnson’s defense electronics 
products, involves the Company’s production furnace 
product area. Here, atmospheric-pressure chemical-vapor- 
deposition units have been developed to deposit electri¬ 
cally conductive and insulating films for the semi- 

rr conductor, solar cell and 

liquid-crystal display 
industries. WJ’s equipment 
significantly reduces users’ 
costs and improves film 
quality. It promises to 
expand equipment sales into many new high-technology 
applications. 

Clearly, every division of the Company has demon¬ 
strated the necessary capacity for innovation. With pro¬ 
jected improvements in the spending areas of defense 
and capital equipment for the commercial electronics 
segment, Watkins-Johnson Company stands prepared to 
exploit its innovative technology. During the 1980s, as 
in the past, imagination will serve as the foundation of 
success. 















W atkins-Johnson’s micro- 
wave semiconductor 
production capability 
lies at the heart of the Company’s 
solid-state component leadership. 
During 1981, a new 2800-square- 
foot clean room was constructed 
to house an expanded and 
modernized semiconductor design 
and fabrication facility. In this 
room’s virtually contaminant-free 
environment, future generations of 
active microwave devices will be 
developed and manufactured. 





















To Our Shareowners: 


1981 sales and earnings were not up to our desired 
standard, primarily due to inadequate backlog. We are 
encouraged, however, by strong fourth-quarter orders. 
Sales were $132,426,000, essentially unchanged from the 
$132,794,000 reported in 1980. Earnings were $6,682,000 
and $2.10 per share on the 3,187,685 average shares out¬ 
standing, down 6 percent from the $7,092,000 and $2.23 
per share on the 3,179,057 average shares outstanding in 
1980. 

The firm order backlog on December 31, 1981 was 
$102,393,000, up 17 percent from the $87,773,000 
reported at the end of 1980. The portion of the current 
backlog shippable in 1982 is 82 percent, down somewhat 
from the 87 percent reported one year ago. This resulted 
from the recent acquisition of several long-term contracts. 

The shareowners’ equity on December 31, 1981 was 
$71,160,000, up 8 percent from the prior year’s amount of 
$65,850,000. Working capital increased to $54,079,000 
from the prior year ending total of $48,379,000. 

Some of the highlights of 1981 were: 

1981 Payment of the Company’s twenty-ninth through 
thirty-second quarterly cash dividends. Payments of 12 
cents per share in each quarter occurred on March 26, 
June 25, September 16 and December 31, 1981. 

1981 Foreign sales amounting to 25 percent of total 
sales. In 1980 foreign sales were 27 percent of the total. 

1981 Dr. William E. Kunz was promoted to the 
position of Vice President, Systems Group. Dr. O. Thomas 
Purl, formerly Vice President, Systems Group, was named 
Vice President, Shareowner Relations and Planning Coor¬ 
dination, replacing Duncan Curry, III who resigned. 

Robert F. Welte was promoted to Manager, CEI Division, 
replacing Dr. Kunz. Howard W. Stohlman was promoted 
to Controller, replacing Donald E. Schaefer who resigned. 

1981 Move of the SSE Division from Palo Alto, 
California to San Jose, California to provide improved 
synergism and reduced operating costs within the Systems 
Group. 

1981 Creation of approximately 95 new products, from 
your Company’s investment of $8,494,000, or 6 percent of 
sales, over and above funds provided by customers, to 
R&D activities. A few of these are described briefly. The 
VJ-A86 is a high-efficiency cascadable amplifier providing 
27 dB of gain over the 10 to 200 MHz frequency range. 
The unit operates with a power drain of only 90 mW and 
is especially attractive for applications such as battery- 
operated receivers and low-power space platforms. The 
WJ-M50, a wideband double-balanced mixer, is the first 
such unit to cover the full 2 to 26 GHz frequency range. It 
has an intermediate frequency covering 1 to 15 GHz 
and will be useful in broadband countermeasure systems. 


The Wf-3902-24 is the first all-solid-state frequency- 
memory loop covering the complete 8 to 16 GHz 
frequency band. An integral part of a deceptive airborne 
or shipboard electronic-countermeasure (ECM) system, it 
has a delay feature which provides target range deception. 

The WJ-6856-202, an X-band solid-state amplifier, 
incorporates the W-J proprietary SuperFET as the 
amplifying element. The first commercially utilized 
gallium-arsenide monolithic microwave circuit, it allows 
this amplifier to provide almost twice previously available 
gain per unit length. In addition, electrical performance 
characteristics, such as gain variation and gain and phase 
tracking, are improved over equivalent units because of 
the reduced number of internal components. These 
characteristics make this amplifier very useful to the 
designer of any small receiver, particularly those used in 
radar-guided missiles, airborne radar systems and tactical 
ECM equipment such as radar warning receivers and 
active jammers. 

New, improved YIG-tuned FET oscillators covering the 
8 to 12, 12 to 18 and 8 to 18 GHz frequency bands were 
introduced late in the year. These devices provide higher 
output power in a package which is 30 percent smaller 
and lighter than the nearest industry equivalents. They are 
used as local oscillators in broadband airborne receivers, 
active jammers and radar-guided missiles where small 
size and weight are important. 

The Wf-6852 and Wf-6859 are compact solid-state 
amplifiers that have identical electrical performance to 
older amplifiers, but feature significantly reduced size and 
weight. These will be useful in airborne radars, receivers 
and ECM equipment as well as in missile-borne receivers. 

A set of three solid-state oscillators, the V904, V905 and 
V906, have been developed covering the 8 to 13 GHz 
band and having the low frequency-modulation noise 
needed for synthesizer applications. These thin-film oscil¬ 
lators have been designed for high-reliability applications 
and have been used in space. 

The 6 CVD(PSG)-88, a new chemical-vapor-deposition 
(CVD) conveyor furnace, suitable for semiconductor 
wafer processing, has been developed. It is capable of 
high production rates, yet demonstrates unprecedented 
coating uniformity and quality. A second CVD furnace, the 
12 CVD(Ti-Ti)-l44, was developed for manufacturing 
solar cells. This unit permits the application of titanium 
dioxide layers to the solar cells to optimize cell efficiency. 
The conveyor design provides a high-throughput capa¬ 
bility to minimize the cost of manufacture. 

The Wf-9472 is the first in a series of frequency-shift¬ 
keying (FSK) demodulators which lead the field in 
performance. The unit will demodulate two independent 
FSK signals with virtually any combination of shift and 
keying speed parameters and is designed to produce use- 
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ful output from weak point-to-point communication sig¬ 
nals with interference. The NXJ-9470 system uses the 
NXJ-9472 demodulator plug-in modules to provide up to 6, 
12, 18 or 24 independent channels of FSK demodulation. 
Applications include HF radio and voice-frequency-tele¬ 
graphy demodulation. 

The NJCJ-8738 is a new VHF/UHF receiver designed to 
optimize demodulation of digitally coded signals, digital 
frequency-modulated signals, or frequency-division- 
multiplexed signals. Noise power ratios exceeding 43 dB 
and group delays of less than 180 nanoseconds are 
typical. The WJ-1988 Amplitude Monopulse DF Processor 
is a direction-finding subsystem to be used with a static 
antenna array. It enables a single wideband tuner to 
process simultaneously the output of multiple antennas 
without incurring unwanted interferometry effects. The 
encoded DF information can be provided to a “system” 
controller on a pulse-by-pulse or “monopulse” basis and 
also visually displayed in polar form with a selectable 
refresh decay rate for optimum viewing by an operator. 

The W-J Pulse Interval Processor (PIP), a novel time- 
domain signal processor, allows the operator to display 
activity versus pulse repetition interval in the same man¬ 
ner as a conventional scanning receiver displays signal 
amplitude versus frequency. The PIP is effective for stand¬ 
alone signal processing or as a real-time preprocessor in 
computerized electronic-support-measure systems. 

The Noise Jammer Simulator ECM system was inte¬ 
grated and entered final test in 1981. This system, 
developed to duplicate techniques used to jam U.S. 
military radios, radar, navigation equipment and weapons 
targeting systems, will be used to train U.S. forces in a 
realistic battlefield environment. 

The frequency range of the VCJ-1204 Microwave Signal 
Generator was extended to permit operation from 0.1 to 
60 GHz with signal modulation. This unit, with its 
extremely wide tuning range, is useful for general- 
purpose testing. A microwave oscillator and other 
components were added to the W[-701 Micro- 
Synchronizer to transform it into a miniature microwave 
frequency synthesizer. This unit, because of its high 
performance with extremely small size, will find use in 
airborne radar, communication and ECM systems. 


1981 A major highlight for the Devices Group was the 
award to Watkins-Johnson of a $5.7 million contract for 
full-scale development and initial production of the 
seeker radio-frequency processor and the data-link radio¬ 
frequency processor for the Advanced Medium-Range Air- 
to-Air Missile (AMRAAM). This award comes after three 
years of intensive development by the Company’s Solid 
State Divisions. The unit’s technology combines W-J’s 
thin-film circuit, gallium-arsenide field-effect transistor 
and subsystem integration capabilities. A major objective 
in this program will be the development of sophisticated 
manufacturing and testing techniques to meet the 
anticipated production requirements of the late 1980s. 
This program is a major milestone for the Company’s 
rapidly growing subsystem activity. 

As in prior years, your Company continues to empha¬ 
size the recruiting of promising young scientists and 
engineers from the highest-rated universities as the main 
source of future talent. 

We sincerely appreciate the loyal and effective support 
of W-J employees in our efforts in maintaining margins 
while preparing for future growth. 

Our increased backlog and the clearly stated intent of 
the present Administration to increase defense spending 
provide a solid base of optimism for the future. We antici¬ 
pate a return to our normal growth rate and this trend 
should start to become evident in the second half of 1982. 

7L_ Ct 

Chairman of the Board 



President and Chief Executive Officer 


February 18, 1982 





10 Years Performance 


Sales 




__ Net Income 

7.7 (millions of dollars) 



Shareholders’ Equity 


77 (millions of dollars) 


66 


55 


44 


33 


22 


11 
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Highlights from Previous Annual Reports 

(Dollars in thousands, except per share amounts) 



1981 

1980 

1979 

1978 

1977 

1976 

1975 

1974 

1973 

1972 

Operating Results 

Sales 

$132,426 

$132,794 

$127,646 

$105,618 

$90,071 

$71,982 

$76,828 

$63,630 

$53,625 

$45,181 

Net Income 

6,682 

7,092 

7,254 

2,173 

5,440 

4,566 

6,985 

4,723 

4,610 

3,790 

Earnings Per Share 

$2.10 

$2.23 

$2.32 

$.70 

$1.76 

$1.48 

$2.28 

$1.55 

$1.52 

$1.26 

Financial Position 

Working Capital 

$ 54,079 

$ 48,379 

$ 46,568 

$ 38,720 

$33,941 

$38,520 

$34,455 

$25,790 

$23,049 

$20,915 

Total Assets 

116,127 

109,408 

108,175 

92,411 

84,046 

76,866 

73,807 

57,318 

45,905 

39,484 

Shareowners’ Equity 

71,160 

65,850 

59,947 

52,830 

51,778 

47,316 

43,680 

36,709 

32,228 

27,670 

General Statistics 

Average Number of 
Shares Outstanding 

3,187,685 

3,179,057 

3,131,219 

3,087,144 

3,082,878 

3,082,548 

3,066,710 

3,037,390 

3,023,972 

3,019,145 

Number of 

Employees at 

Year End 

2,540 

2,710 

2,920 

2,930 

2,710 

2,240 

2,270 

2,090 

1,910 

1,730 

Number of Share- 
owners at Year End 

4,300 

4,800 

4,800 

5,000 

5,300 

4,900 

4,800 

4,500 

4,400 

4,500 


The figures shown above are taken from previous annual reports, after adjustment giving effect to capitalization of leases on a retroactive basis occurring in 1977. 





























































WATKINS-JOHNSON COMPANY AND SUBSIDIARIES 



Consolidated Balance Sheets 


December 31, 1981 and 1980 


ASSETS 

1981 

1980 

CURRENT ASSETS: 



Cash 

$ 1,415,288 

$ 2,136,549 

Marketable securities 

21,263,665 

13,869,938 

Receivables: 



Trade 

22,549,821 

21,899,460 

Unbilled contracts 

7,487,157 

8,756,848 

Terminated contract — net 

698,327 

775,250 

Inventories: 



Finished goods 

587,886 

847,114 

Work in process 

15,049,164 

13,223,043 

Raw materials and parts 

4,072,773 

3,909,557 

Other 

1,426,838 

2,043,568 

Total current assets 

74,550,919 

67,461,327 

PROPERTY, PLANT AND EQUIPMENT: 



Land 

1,539,620 

1,539,620 

Buildings and improvements 

19,115,904 

14,157,388 

Plant facilities, leased 

17,513,732 

17,513,732 

Machinery and equipment 

32,496,127 

29,419,562 

Construction in progress 

2,213 

3,726,491 


70,667,596 

66,356,793 

Accumulated depreciation and amortization 

(32,694,854) 

(28,114,884) 

Property, plant and equipment — net 

37,972,742 

38,241,909 

OTHER ASSETS: 



Notes receivable 

3,603,069 

3,704,926 


$116,126,730 

$109,408,162 

LIABILITIES AND SHAREOWNERS’ EQUITY 

CURRENT LIABILITIES: 



Notes payable 

$ 1,284,185 

$ 1,393,025 

Accounts payable 

3,531,761 

3,628,151 

Advances on contracts 

1,911,207 

710,742 

Income taxes 

893,610 

1,258,209 

Payroll and profit sharing 

6,813,599 

6,837,600 

Guarantee under terminated contract 

1,875,311 

1,875,311 

Other 

4,161,803 

3,379,520 

Total current liabilities 

20,471,476 

19,082,558 

LONG-TERM OBLIGATIONS 

22,204,444 

22,603,487 

DEFERRED INCOME TAXES 

2,290,856 

1,871,619 

SHAREOWNERS’ EQUITY: 



Preferred stock, $1.00 par value — authorized 



and unissued, 500,000 shares 



Common stock, no par value — authorized, 



15,000,000 shares; outstanding: 1981, 



3,187,799 shares; 1980, 3,183,007 shares 

3,334,770 

3,329,978 

Additional paid-in capital 

5,201,777 

5,049,345 

Retained earnings 

62,623,407 

57,471,175 

Total shareowners’ equity 

71,159,954 

65,850,498 


$116,126,730 

$109,408,162 


See notes to consolidate 





















Consolidated Statements of Income 

For the Years Ended December 31, 1981, 1980 and 1979 



1981 

1980 

1979 

Sales 

$132,426,304 

$132,793,539 

$127,645,731 

Costs and expenses: 

Cost of goods sold 

Selling and administrative 

Research and development 

Loss from terminated contract 

84,778,315 

28,743,467 

8,493,852 

83,697,779 

27,757,190 

8,405,511 

550,000 

80,634,707 

25,319,598 

7,916,552 


122,015,634 

120,410,480 

113,870,857 

Income from operations 

Other income (expense): 

Interest and other income — net 

Interest expense 

10,410,670 

3,137,811 

(2,216,154) 

12,383,059 

1,984,361 

(2,045,755) 

13,774,874 

1,205,270 

(2,266,325) 

Income before Federal and foreign 
income taxes 

Federal and foreign income taxes 

11,332,327 

4,650,000 

12,321,665 

5,230,000 

12,713,819 

5,460,000 

Net income 

$ 6,682,327 

$ 7,091,665 

$ 7,253,819 

Net income per share 

$2.10 

$2.23 

$2.32 


Consolidated Statements of Shareowners’ Equity 

For the Years Ended December 31, 1981, 1980 and 1979 

Common 

Stock 

Additional 

Paid-in 

Capital 

Retained 

Earnings 

Total 

Shareowners’ 

Equity 

Balance, January 1, 1979 

$3,237,770 

$3,687,992 

$45,903,916 

$52,829,678 

Net income for 1979 



7,253,819 

7,253,819 

Cash dividends — $.40 per share 



(1,252,446) 

(1,252,446) 

Sales under employee stock 





option plan — 80,358 shares 

80,358 

1,035,985 


1,116,343 

Balance, December 31, 1979 

3,318,128 

4,723,977 

51,905,289 

59,947,394 

Net income for 1980 



7,091,665 

7,091,665 

Cash dividends — $.48 per share 



(1,525,779) 

(1,525,779) 

Sales under employee stock 





option plan — 11,850 shares 

11,850 

325,368 


337,218 

Balance, December 31, 1980 

3,329,978 

5,049,345 

57,471,175 

65,850,498 

Net income for 1981 



6,682,327 

6,682,327 

Cash dividends — $.48 per share 



(1,530,095) 

(1,530,095) 

Sales under employee stock 





option plan — 4,792 shares 

4,792 

152,432 


157,224 

Balance, December 31, 1981 

$3,334,770 

$5,201,777 

$62,623,407 

$71,159,954 


financial statements. 
































WATK1NS-JOHNSON COMPANY AND SUBSIDIARIES 


Consolidated Statements of Changes in Financial Position 

For the Years Ended December 31, 1981, 1980 and 1979 



1981 

1980 

1979 

SOURCE OF FUNDS: 

Operations: 

Net income 

Depreciation and amortization 

Deferred income taxes 

$ 6,682,327 
5,215,133 
419,237 

$ 7,091,665 
4,730,973 
468,121 

$ 7,253,819 
4,527,809 
51,992 

Provided from operations 

Sale of common stock to employees 

Other 

12,316,697 

157,224 

324,620 

12,290,759 

337,218 

321,907 

11,833,620 

1,116,343 

226,374 


12,798,541 

12,949,884 

13,176,337 

USE OF FUNDS: 

Additions to property, plant and equipment 

Cash dividends 

Payments on long-term obligations 

5,168,729 

1,530,095 

399,043 

9,248,010 

1,525,779 

365,192 

3,740,394 

1,252,446 

335,697 


7,097,867 

11,138,981 

5,328,537 

INCREASE IN WORKING CAPITAL 

$ 5,700,674 

$ 1,810,903 

$ 7,847,800 

Change in working capital consisted of: 

Increase (decrease) in current assets: 

Cash and marketable securities 

Receivables 

Inventories 

Other 

$ 6,672,466 
(696,253) 
1,730,109 
(616,730) 

$ 510,352 

(3,721,843) 
(310,798) 
560,743 

$11,503,352 

4,302,487 

644,353 

326,995 


7,089,592 

(2,961,546) 

16,777,187 

Increase (decrease) in current liabilities: 

Notes payable 

Accounts payable and accruals 

Advances on contracts 

Income taxes 

(108,840) 

661,892 

1,200,465 

(364,599) 

970,911 

(112,845) 

(934,295) 

(4,696,220) 

285,452 

3,167,521 

(478,015) 

5,954,429 


1,388,918 

(4,772,449) 

8,929,387 

Increase in working capital 

$ 5,700,674 

$ 1,810,903 

$ 7,847,800 


See notes to consolidated financial statements. 


























Notes to Consolidated Financial Statements 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Principles of Consolidation — The consolidated financial 
statements include those of the Company and its wholly 
owned subsidiaries after elimination of intercompany 
balances and transactions. 

Marketable Securities — Interest bearing investments are 
valued at cost and accrued interest which approximates 
market value. 

Receivables — Unbilled contracts receivables are 
recorded when sales are recognized for long-term contracts 
under the percentage-of-completion method. Reductions in 
these receivables occur when invoices for products shipped 
or progress billings are rendered. 

Receivables representing retainage and amounts 
expected to be collected after one year are not material. 

Inventories — Inventories are stated at the lower of cost, 
using first-in, first-out and average-cost basis, or market. Cost 
of inventory items is based on purchase and production 
cost; market is not in excess of net realizable value. 

Property, Plant and Equipment — Property, plant and 
equipment are stated at cost. Interest costs are allocated to 
significant construction projects. This policy, which began 
in 1980, resulted in the capitalization of $60,000 in 1981 and 
$106,000 in 1980 on such projects. Leases which at inception 
assure the lessor full recovery of the fair market value of the 
property over the lease term are capitalized. Provision for 
depreciation and amortization is primarily based on the 
sum-of-the-years’-digits and declining-balance methods. 

Sales Recognition on Long-Term Contracts — Sales are 
primarily recorded based on the percentage-of- 
completion method. 

Income Taxes — The consolidated statement of income 
includes provisions for deferred income taxes for trans¬ 
actions that are reported in one period for financial 
statement purposes and in another period for income tax 
purposes. Deferred income taxes are provided on the 
earnings of the Domestic International Sales Corporation 
(DISC). Federal income tax expense is reduced by the 
investment tax credit allowed on property placed in service 
during the year. State and local income taxes are included in 
selling and administrative expenses. 

Net Income Per Share — Net income per share is computed 
using the weighted average number of common shares 
outstanding during the year. The computation excludes 
outstanding stock options as their dilutive effect is not 
material. 

2. LOSS FROM TERMINATED CONTRACT 

In December, 1978 the Company notified the government 


of Iran, its customer, that work was being halted on its nearly 
completed long-term contract of $18,753,000 because the 
customer was significantly behind in meeting the progress 
payment requirement established by the contract. The 
Company remains contingently liable for a stand-by letter of 
credit in the amount of $1,875,000 furnished to satisfy the 
guarantee of performance provision contained in the 
contract. A substantial amount of special designed com¬ 
munication equipment, which with some additional modifi¬ 
cations is being sold to other customers, remained on-hand. 
In 1978 the net residual value of this equipment was used to 
reduce the write-off of the uncollected receivables and the 
stand-by letter of credit on this terminated contract. This 
resulted in the Company recording a loss of $2,894,000 on 
the contract, and in 1980 an additional write-off totaling 
$550,000 was made to reflect the estimated net value of the 
equipment on-hand at December 31,1980. The remaining 
net residual value is shown as Receivables, Terminated 
Contract—net in the financial statements. 

In 1980 the Iranian bank, which holds the letter of credit 
for the benefit of the Iranian government, gave notice of 
demand for payment of the stand-by letter of credit. As a 
result of this action a blocked account was established in the 
Company’s records in accordance with the provisions of the 
U.S. Government’s Executive order which froze Iranian 
assets. 

In another action, suit against the government of Iran was 
filed in December, 1979 in the United States District Court 
seeking damages incurred by the Company for breach of 
this contract. The Court has granted a writ of attachment 
applicable to specific assets, including the demand for 
payment, blocked account and stand-by letter of credit. In 
January, 1981 the United States government reached agree¬ 
ment with the government of Iran on an arbitration 
procedure to resolve such issues and claims. The District 
Court thereafter stayed further proceedings in the above 
case pending the outcome of such arbitrations or a 
determination that the case is not subject to the arbitration 
agreement. The Company has filed its claim and is awaiting 
further proceedings in the matter. 

Under this contract, which is expressly made subject to 
both Iranian and United States laws and which provides that 
to the extent there is any difference between the two laws 
the Iranian law will govern, in legal counsel’s opinion the 
customer’s failure to make progress payments in accordance 
with the contract provisions is a substantial breach of 
contract, and such breach should eliminate assessment of 
any significant additional liabilities against the Company. 
Therefore, the Company believes that the final resolution of 
this situation should not have any subsequent material 
adverse effect on its consolidated financial position or 
results of operations. 


Continued on the following page 










WATKINS-JOHNSON COMPANY AND SUBSIDIARIES 


Notes to Consolidated Financial Statements 


3. LONG-TERM OBLIGATIONS 

Mortgage — The San Jose, California plant, which cost 
$9,600,000, is pledged as security on a mortgage bearing 
m% interest. The annual payments totaling $710,000 
continue into the year 2003 and are payable in monthly 
installments. At December 31, 1981 the balance was 
$6,863,000, of which the current portion totaling $114,000 is 
included in current liabilities. 

Leases — Long-term leases for plant facilities are treated as 
capital leases for financial purposes. The leases expire 
during the years 1994 to 2006, however renewal options 
provide for lease extensions ranging from twenty-four to 
thirty-five years at revised rental terms, and some include 
options to purchase property at fair market value. Payment 
obligations under these capitalized leases and related 
present value as of December 31, 1981 are as follows: 


Lease payments: 

1982-1986 ($1,700,000 per year) $ 8,500,000 

Remaining years 30,640,000 


Total 

39,140,000 

Interest cost 

(23,400,000) 

Present value of lease payments 
(current portion, $285,000) 

$15,740,000 


Rent expense for property and equipment relating to 
operating leases is as follows: 



1981 

1980 

1979 

Real property 
Equipment 

$ 301,000 
1,180,000 

$ 197,000 

927,000 

$ 161,000 
961,000 

Total 

$1,481,000 

$1,124,000 

$1,122,000 


Financing for a certain leased facility was provided by the 
Company. Included in Other Assets—Notes Receivable is 
the non-current portion of a 7 l h% deed of trust note of 
$3,603,000 and $3,705,000 at December 31,1981 and 1980, 
which is collectible monthly through the year 1999. 

4. SHAREOWNERS’ EQUITY 

The 1976 Employee Stock Option Plan provides for future 
grants to certain key employees and officers. The options 
are granted at the market price on date of grant and are 
exercisable cumulatively as to one-third the number of 
shares in each of the third, fourth and fifth succeeding years, 
and they expire at the tenth anniversary date. The options 
contained substitute stock appreciation rights under which 
the Company could pay cash or stock for the appreciation in 
the market price since the date of grant. Changes in the 
appreciation were recognized as adjustments to compensa¬ 


tion expense. Such changes increased compensation 
expense $322,000 and $440,000 in 1979 and 1980 respec¬ 
tively and decreased compensation expense $676,000 in 
1981. In September, 1981 the Board of Directors amended 
the Plan and outstanding options to qualify for the new 
incentive stock option treatment allowed under the tax 
code and cancelled the remaining stock appreciation rights. 
A summary of stock option transactions follows: 


1981 

Shares 

Price 

Granted (includes 5,650 



replacement options) 

96,500 

$21.75 to $36.63 

Exercised 

5,517 

$19.50 to $23.88 

Terminated and cancelled 

6,885 


Outstanding at December 31 

132,534 

$19.50 to $29-50 

Reserved for future grants 



at December 31 

160,036 


1980 

Shares 

Price 

Granted 

800 

$29.50 to $30.38 

Exercised 

1,413 

$20.38 to $23.88 

Terminated 

551 


Outstanding at December 31 

48,436 

$19.50 to $30.38 


Reserved for future grants 

at December 31 249,651 

At December 31,1980 options outstanding under a previous 
Employee Stock Option Plan totaled 7,225 shares with an 
exercise price per share ranging from $27.50 to $31.75. 
During 1981 options for 4,725 shares were exercised and 
the remaining options expired. 


5. INCOME TAKES 

The provision for Federal and foreign income taxes consists 
of the following: 



1981 

1980 

1979 

Current: 

Federal 

$3,862,000 

$4,908,000 

$5,379,000 

Foreign 

26,000 

275,000 

289,000 

Total 

3,888,000 

5,183,000 

5,668,000 

Deferred: 

DISC 

375,000 

430,000 

440,000 

Depreciation 
Capitalized leases 

178,000 

(122,000) 

(144,000) 

(165,000) 

Franchise tax 

37,000 

(21,000) 

(302,000) 

Stock options 

345,000 

(197,000) 

(148,000) 

Other 

(51,000) 

(21,000) 

(33,000) 

Total 

$4,650,000 

$5,230,000 

$5,460,000 


The current Federal amounts reflect reductions for invest¬ 
ment tax credit of $487,000, $422,000 and $341,000 for the 
years above respectively. 
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The differences between the effective income tax rate and the 
statutory Federal income tax rate are as follows: 



1981 

1980 

1979 

Statutory Federal tax rate 
Reductions in taxes due to: 

46.0% 

46.0% 

46.0% 

Investment tax credit 

(4.3) 

(3.5) 

(2.7) 

Other 

(.7) 

CD 

(.4) 

Effective income tax rate 

41.0% 

42.4% 

42.9% 


State and local income taxes included in selling and 
administrative expenses consist of the following 
components: 



1981 

1980 

1979 

Domestic 

Foreign 

$ 930,000 
10,000 

$ 926,000 
56,000 

$ 946,000 
72,000 

Total 

$ 940,000 

$ 982,000 

$1,018,000 

Income (loss) before tax for domestic and foreign opera¬ 
tions is as follows: 


1981 

1980 

1979 

Domestic 

Foreign 

$11,511,000 

(179,000) 

$11,606,000 

716,000 

$12,050,000 

664,000 

Total 

$11,332,000 

$12,322,000 

$12,714,000 


6. CONTINGENT LIABILITIES 

In 1980 suit against the Company was filed in the United 
States District Court alleging a breach of contract and 
claiming damages totaling $4,000,000. The Company is 
vigorously contesting these allegations. In addition, certain 
sales of the Company are subject to price revision by 
appropriate government agencies, and various other suits 
and claims arising in the ordinary course of business are 
pending against the Company. In 1981 a provision of 
$980,000 was recorded for various claims. The Company 
believes that the final resolution of these claims should not 
have a material effect on its consolidated financial position. 

See Note 2 for a discussion of the loss from terminated 
contract. 

7. BUSINESS SEGMENT REPORTING 

The Company operates primarily in one industry: the 
design, development, manufacture, sale and service of 
advanced electronic systems and devices for military, 
industrial and space applications. The majority of the 
Company’s sales are made to governmental agencies and to 
customers also engaged in national defense. Direct sales to 
United States government agencies totaled $42,800,000 in 
1981, $44,000,000 in 1980 and $36,700,000 in 1979. 


Sales by geographic areas are as follows: 



1981 

1980 

1979 

United States 

$ 99,300,000 

$ 96,700,000 

$ 93,300,000 

Export sales: 

European 

8,000,000 

9,200,000 

6,600,000 

Middle East 

7,900,000 

5,700,000 

9,200,000 

Other 

9,700,000 

8,800,000 

8,100,000 

European foreign 

operations 

7,500,000 

12,400,000 

10,400,000 

Total 

$132,400,000 

$132,800,000 

$127,600,000 


Foreign operations’ assets are less than ten percent of 
consolidated assets. 

8. QUARTERLY FINANCIAL DATA — UNAUDITED 

Unaudited quarterly financial data for the years ended 
December 31, 1981, 1980 and 1979, stated in thousands of 
dollars except per share amounts, are as follows: 


1981 Quarters 

1st 

2nd 

3rd 

4th 

Sales 

$34,078 

$32,729 

$32,911 

$32,708 

Gross profit 

12,505 

11,686 

12,351 

11,106 

Net income 

Net income 

1,780 

1,230 

1,964 

1,708 

per share 

$.56 

$.38 

$.62 

$.54 

1980 Quarters 

1st 

2nd 

3rd 

4th 

Sales 

$31,813 

$32,838 

$33,795 

$34,348 

Gross profit 

11,753 

11,328 

12,537 

13,478 

Net income 

Net income 

1,748 

1,349 

1,903 

2,092 

per share 

$.55 

$.42 

$.60 

$.66 

1979 Quarters 

1st 

2nd 

3rd 

4th 

Sales 

$31,453 

$32,744 

$31,149 

$32,300 

Gross profit 

11,258 

12,368 

11,549 

11,836 

Net income 

Net income 

1,584 

2,184 

1,631 

1,855 

per share 

$.51 

$.70 

$.52 

$.59 


The fourth quarter of 1981 includes a provision of $980,000 
for various claims pending against the Company (see Note 
6). The fourth quarter of 1980 includes a loss from a 
terminated contract of $350,000 (see Note 2). These 
charges, after allowing for related reductions in profit 
sharing and income tax provisions, reduced net income for 
the above quarters by thirteen and seven cents per share 
respectively. 


























WATKINS-JOHNSON COMPANY AND SUBSIDIARIES 



Report of Management 


The financial statements of Watkins-Johnson Company 
and consolidated subsidiaries were prepared by manage¬ 
ment, which is responsible for their integrity and 
objectivity. The statements were prepared in conformity 
with generally accepted accounting principles and, as 
such, include amounts that are based on the best 
judgments of management. 

The system of internal controls of the Company is 
designed to provide reasonable assurance that assets are 
safeguarded and that transactions are executed in accor¬ 
dance with management’s authorization and are reported 
properly. Perhaps the most important safeguard for share- 
owners in this system is that the Company has long 
emphasized the selection, training and development of 
professional accounting managers to implement and over¬ 
see the proper application of its internal controls and the 
reporting of management’s stewardship of corporate 
assets and maintenance of accounts in conformity with 
generally accepted accounting principles. 

Deloitte Haskins & Sells, independent public 
accountants, are retained to provide an objective, 
independent review as to management’s discharge of its 
responsibilities insofar as they relate to the fairness of 
reported operating results and financial position. They 


obtain and maintain an understanding of the Company’s 
accounting and financial controls, and conduct such tests 
and related procedures as they deem necessary to arrive 
at an opinion on the fairness of the financial statements. 

The Audit Committee of the Board of Directors, com¬ 
posed solely of Directors from outside the Company, 
meets periodically, separately and jointly, with the 
independent public accountants and representatives of 
management to review the work of each. The functions of 
the Audit Committee include recommending the engage¬ 
ment of the independent public accountants, reviewing 
the scope and results of the audit and reviewing manage¬ 
ment’s evaluation of the system of internal controls. 


H. Richard Johnson 

President and Chief Executive Officer 



Howard W Stohlman 
Controller 


Report of Independent Accountants 


The Shareowners and 
Board of Directors of 
Watkins-Johnson Company: 


We have examined the consolidated balance sheets of 
Watkins-Johnson Company and subsidiaries as of 
December 31, 1981 and 1980 and the related consoli¬ 
dated statements of income, shareowners’ equity, and 
changes in financial position for each of the three years in 
the period ended December 31, 1981. Our examinations 
were made in accordance with generally accepted audit¬ 
ing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

In our opinion, such financial statements present fairly 
the financial position of the companies at December 31, 


1981 and 1980 and the results of their operations and the 
changes in their financial position for each of the three 
years in the period ended December 31, 1981, in con¬ 
formity with generally accepted accounting principles 
applied on a consistent basis. 




February 5, 1982 






Business 


Watkins-Johnson Company is a technologically oriented 
company engaged primarily in the design, development, 
manufacture, sale and service of advanced electronic sys¬ 
tems and devices (components) for military, industrial and 


space applications. The Company’s products are used by the 
reconnaissance, surveillance, communications, telemetry, 
semiconductor, frequency measurement and testing 
markets. 


Selected Financial Data 



1981 

1980 

1979 

1978 

1977 

Sales 

$132,426,000 

$132,794,000 

$127,646,000 

$105,618,000 

$90,071,000 

Net Income 

6,682,000 

7,092,000 

7,254,000 

2,173,000 

5,440,000 

Earnings Per Share 

$2.10 

$2.23 

$2.32 

$.70 

$1.76 

Total Assets 

116,127,000 

109,408,000 

108,175,000 

92,411,000 

84,046,000 

Long-Term Obligations 

22,204,000 

22,603,000 

22,969,000 

23,304,000 

16,457,000 

Cash Dividends Per Share 

$.48 

$.48 

$.40 

$.40 

$.32 



Sales By Product Line 


Systems 


1981 

1980 

1979 

1978 

1977 

57% 

58% 

58% 

56% 

54% 

43% 

42% 

42% 

44% 

46% 


Devices 












WATKINS -JOHNS ON COMPANY AND SUBSIDIARIES 


Management’s Discussion and Analysis of Consolidated 
Financial Condition and Results of Operations 


FINANCIAL CONDITION 

The Company’s strong financial condition was further 
strengthened during 1981 as operations continued to 
provide adequate funds needed for future growth. In 
addition, the Company has the ability to augment these 
funds readily with short-term and long-term borrowing. 
During the past three years working capital increased 
$15,400,000, reaching $54,100,000 at the end of 1981. This 
same period saw cash and marketable securities increase 
$18,700,000, while expenditures for facilities and equip¬ 
ment to meet current and future requirements totaled 
$18,200,000. There was no increase in long-term debt 
during this period. 

RESULTS OF OPERATIONS 
1981 Compared to 1980 

Sales in 1981 were down slightly since the receipt of orders 
remained slow throughout much of the year. However, 
backlog improved significantly during the fourth quarter. 
The gross profit margin remained virtually unchanged 
before including the provision discussed in Note 6 to the 
financial statements. The increase in selling and adminis¬ 
trative expenses was held below the level of inflation 
because of controls placed on discretionary spending. As a 
result of the above factors, operating income declined 16%. 
Much of this decline was offset by the substantial increase in 
interest income earned on marketable securities and the 
decrease in the effective income tax rate. 


1980 Compared to 1979 

Sales were below the Company’s expectations because of 
a shortfall in new orders as funding for defense spending 
was delayed. Selling prices were increased due to 
inflationary pressures; however, total sales only in¬ 
creased 4% because of a decrease in unit volume. Although 
volume was down, the imposition of cost-control measures 
and increased productivity in the latter half of the year 
held the cost of goods sold increase in line with sales. 
Selling and administrative expenses, which increased 
primarily due to inflation, were continued at planned 
levels. The increase in these expenses together with the 
additional loss from terminated contract, as explained in 
Note 2 to the financial statements, are the main causes for 
the decrease in income from operations. The growth in 
interest and other income—net reflects the increase in 
interest rates on our substantial cash investments this year. 
As a result of the above factors, net income for 1980 was 
down slightly from 1979. 

1979 Compared to 1978 

Sales increased in 1979 mainly as a result of greater unit 
volume, although increases in selling prices contributed to 
the growth. Income from operations increased significantly 
from the prior year which had been severely impacted by 
abnormal results. The increase in interest and other 
income—net resulted from substantial growth in both the 
funds available for investment and rates of interest earned. 


Dividends and Stock Prices 


1981 Quarters 


1st 

2nd 

3rd 

4th 

Cash Dividends Paid 

$ .12 

$ .12 

$ .12 

$.12 

Stock Price 

High 

38% 

38% 

32% 

29% 

(NYSE—Com¬ 
posite Close) 

Low 

29% 

3274 

21% 

23% 


1980 Quarters 


1st 

2nd 

3rd 

4th 

Cash Dividends Paid 

$ .12 

$ .12 

$ .12 

$ .12 

Stock Price 

High 

36‘A 

35% 

33% 

40 

(NYSE—Com¬ 
posite Close) 

Low 

27 3 A 

26'k 

27% 

30% 













E mphasis in the Company’s 
Systems Group is placed 
upon the development of 
innovative equipment for the elec¬ 
tronic warfare market. The move 
of the SSE Division to San Jose, 
where it shares the plant site with 
the Recon Division, brings together 
the Company’s reconnaissance and 
active electronic-countermeasures 
capabilities and facilitates coopera¬ 
tive product development and 
sales efforts by the two divisions. 
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